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The CALFED Bay-Delta Program is developing a long-term comprehensive plan to
restore the ecological health of the Bay-Delta and improve water manag6ment for beneficial
uses. Once the CALFED agencies select a plan, they will need an implementation strategy that
assures the plan will be implemented and operated as agreed. In addition, the CALFED agencies
will need a contingency planning process to address situations where an element of the solution
canr~ot be implemented or operated as agreed.

Below is a summary of the implementation strategy for program-wide ~plementa~on~
including finances and financing. Additional work on ~ strategy Will become iff~asingly
important as the agencies and pubhc contemplate seleclaonof ,aij~referred alternative ~ili:elease
of a final environmental impact statement of report at the’~d:~:1998.

Assurances are the mechanisms necessa~’y tO"a~sttre that the long-term Bay-Delta solution
will be implemented and operated as agreed. In addi~pn; ~ assurances package will include a
contingency planning process to address q~imstanc~s :ini~hidh;~ element of the long-term
solution cannot be implemented or oper~te°d as agreed. This.is,~.s~ms report on the development
of the Assurances package and will .~,~ddr~ss the p~t’~ ocess used to ~dentafy the building blocks that
wzll make up any assurances packa~-.r~ma~ .~ru~.: ~ssues a~...d a suggested process for completzng
an assurances proposal for the fi_~., iprogr~tic EIS/E~.

During Phase II of the~~.a workgroup, appointed by the Bay Delta Advisory
Council (BDAC), identified ana~s~ a number of issues relating to development of the
Assurances package. ~..e d~s~~:!~’ccurred at public meetings approximately every six
weeks and included BD~C~embers~:CALFED agency representatives and members of the

d~scuss~ons, the workgroup determined it was necessary to develop a case-Early in their " ) ....
study in order to focus tli~ir discussions. The workgroup selected an alternative that presented
rn~tiple assurances i~s.~ues. The selection of the case study was in no way an endorsement of any
p~.~. alternative 6r approach¯

~ :~.~ P¢~6dic~ly, CALFED staff or BDAC members presented updates to the full BDAC on
the W~rk~0up’s efforts. The workgroup process ,and resulting discussions at BDAC have
identified the building blocks necessary to construct a package of assurances. Neither the
workgroup nor BDAC have identified a single assurances proposal that addresses every concern,
or satisfies every interest group. A significant amount of work remains, therefore, to craft a
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package of assurances prior to completion of Phase II of the CALFED Bay-Delta Program.
Without a sound assurances proposal, implementation of any preferred alternative is uncertain.

In addition, the Program is developing implementation plans for each .program
component¯ The task for assurances will be to collect these individual implementation plans into
a coordinated program-wide implementation strategy that will also include assurances and
financing.

Building Blocks

Because the long-term CALFED solution will be a complex program a~Id~.~,esslng diffe ~n~
resource areas (ecosystem restoration as well as water quahty),
workgroup that dlffenng program elements may requlre.diffenng~es~___ ~ of assuran~;’~?~.’?~;i~~_ ¯
addiuon, ~t also became clear to the workgroup that diffe.&e~t.~gram elements ra~~erang
concerns among stakeholder commumtles. The CALFE~.~a~d workgroup thus ~dentified
the program elements that needed to be assured as well ~~~1 concerns raised by
process participants. They discussed the many differin~to~~r use as assurances
tools including the choice of who implements the pr0gr~. FinaI~¢~~f and workgronp
developed a list of guidelines against which to measui’e ~y.assurand~e~0sal in order to asses
the merits of the proposal. Each step is briefly summarizei:l.below and Shown at Figure 1.
Additional detailed information on any of.~e~e steps?i~ ~ga~.~.the ~N~;urafices Workgroup and
BDAC briefings materials available from,.the C~A~YED
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IMPLEMENTATION:ASSESSING ASSURANCES
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Program Elements

The program elements to be ,assured are as follows:

¯ Ecosystem Restoration - including both specified actions or program, s,¯ as well as a
significant adaptive management program.

¯ Water Supply Reliability - including both storage and drn~qeyatfce programs.

¯ Water Quality.

¯ Levee and Channel Integrity.

Water Use Efficiency.

Each prowdes ~ts own set of assurance~¢laallenges~’example, the concerns
over appropriate adaptive management ~~..rn restor~.~ay require differing
assurance mechanisms then does ass~’,~~cting ..a.~dditional offstream storage

¯ ,t~~ o. ~7~ . .~-~ .reservoirs. Each program element,¯ tlie~~~.both ~n terms of how. to assure
it individually, as well as how to~Sa’sure ~~nting the entire long-term
solution .... ~ ’~:!

Issues and Concerns. ’~"    ~;5’                    ’

Many of thep~pgr .am eleme~i~~ unique issues of concern to CALFED
agencies and stak~tirl~dr’ffalike. S6ili~ of the issues of concern follow:

Adaptive manageiiigiiii~iA significant portion of the Ecosystem restoration
pro~ e’l’ement r~o~ adapuve management to deterrmne specific restoraraon

~. ~- actmns~d ~sure tli-~xr efficacy. Therefore, assunng effective adaptlve
. ~" manage~~es essenual to assunng successful ~mplementataon of the

Ecosy terh P ogram.  imculty comes in that  dapti e
management ~, definition is flexible. The challenge is to provide adequate and
appropriate assurances that an adaptive management system has all of the basic
authorities ~and resources to operate effectively without overly restricting the.::g :L- .

¯ i~i i’i~:;~..:~ directions such a program may take.

:::,_.:~-i~:.~ Operations - How a water conveyance or storage facility is operated can mean
the difference between a facility providing benefits to many beneficial uses and
one providing no benefits, or benefits to one user group at the expense of another.
Once the Program identifies appropriate operating criteria, assuring those criteria
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will in fact govern the operation of the facility is a challenge. Fear of
misoperation is of paramount concern for many stakeholders.

Cost - One of the concerns over whether or not the long~term solution can be
implemented and operated as agreed is assuring adequate funds are available.

Water rights - How and whether the long-term solution will affect existing and
future water rights creates concern on the part of some s~k.eholders.

Local economies and environments - Many s~kehold~:e0~cerned with
how a long-term solution might affect local econormes an~t~.e!i~tronments. If, for.,
example, local land uses change because ~ restoratigLa~’ffort~;~i~.~.~ the affect
on the local economy be? Likewise, if a~ "-term~.~olution incrr~aSSsWaterl "
transfers, what will the affect on local be? ~"~!ili!;.~ "~’.- "

Water use efficiency - Some have as much as is possible
be done tO increase the efficient use a high level of water
use efficiency is a concern to some

Construction - Because of most
construction associated require additional
site-specific environmenta~"review uncertainty of these future
processes causes g future construction is
difficult.

Levee progr.am. :i~vee improvements require a significant
’ investment 6f~tmey. 1v that support for such aprogrammay

~ :.i.v~ary depen~!~6n"~’~-- the lev~~ water users rely on water from the delta
..., common pooI

...~-:" The sta~i~d~~. .?~gkgroup developed a list of tools and generic descriptions of
,~ ~tlaem. ~though ~tobls provide greater certainty, they may also be more ~fficu~t to

establish initially,,.or may cost significantly more than another tool. Selection of specific
tools, therefore, Will be an assessment of risk and willingness to pay to minimize that
risk. In general, the staff and workgroup identified the follow’ing tools:

.~,..~.; .iC, onst~tutmnal Amendments. Federal or state. Article X §2 of the California
ff!~?!!:::"~i?~?:.~Constitution, for ~xample, calls for the reasonable and beneficial use of all water.

Constitutional amendments are difficult to obtain and difficult to modify once
obtained.
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Statutes. Federal or state. Examples of statutes that govern management of a
resource include the state and federal endangered species laws, state and federal
water quality statutes (Porter-Cologne Act and the federal Clean Water Act), state
and local land use statutes and the federal Central Valley Project Improvement
Act. Statutes may be modified by act of Congress for federal statutes and by the
Legislature for state statutes.

State voter referenda. Voter referenda can be used for a variety_of purposes, but
the most common are to enact particular legislation (such as Proposition 13 which
enacted constitutional and statutory limits onloeal financhlg and property
taxation) or to approve particular bond measures (such as the" series of California~’
Parks and Wildlife bond measures or the bond measure funding BayrD.eJta
ecosystem measures (Proposition 204). Modlficataon of voter referen~ls
normally more difficult than modifying statutes, and at a minimum ~d~ action
by the Legislature.

Regulations. Federal or state. Adopted by ad~s~v~ ~agencies to guide
implementation of their duties and obligations. Ad;e~aleis the California
Environmental. Quality Act (CEQA) guidetin.es. RegaIatibfiS are proposed by.
federal or state agencies and subject to pub.lie review and comment prior to
adoption. Regulations may be: modified by.~sta~afive agencies.

Judicial actions. Fe~.~I or state, eburt jud   ri s, orders, validations, consent
decrees. Can be m~d only, ~y future judicial decrees or statutory changes
passed by Congresg!~iSr the Legislature. Examples: the Racanelll decision on the
1978 Water ~al!)~ Controli~i~ and~ .the california Supreme Court op!,rfi_on in the

National Aud~i~oh::case, parfi~tiiarIy tl~e application of the "public trust doctrine.

Executive orders~" Tile President and Governor both may issue executive orders.
The ~Qvernor iS~.~i.~x.ecutive order to form the Water Policy Council, for
example. Executi~g~deA may be modified by action of the President or

Administrati~g;~ . ,,. agency orders. Examples are water, right, permits or permit
amendmeiits. ~dministrative agency orders are apphcat~ons of statutes and
regulations to a particular individual or group. They can be modified by
subsequent order, but generally require notice and a hearing before the agency

";~!-i!.:~. :"i. Contracts. Legal agreements between two or more individuals or entities.
Generally, no one party may unilaterally modify the terms or conditions of a
contract, Enforcement may be specified in the terms of the contract and remedy
for breach is available through the courts.
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Memoranda of understanding/agreement. MOU/MOAs are interagency
agreements with varying levels of specificity. Many are general agreements to
cooperate that may be terminated at will by any party. Others.are more specific
and bind the agenciesto a particular financial or programmatic commitment. The
CALFED Agencies’ MOU describing the roles and responsibilities of each agency
with respect to preparation of the Bay-Delta Programmatic EIR/EIS is an
example.

Joint powers agreements. State law authorizes public agencies (including
federal, state and local agencies) to enter into agreements in which they "jointly
exercise any power common to the contracting parties." Federal legislation woultl
be needed to authorize a federal agency to participate in a joint powers agree~t

F~nancing mechamsms: Various processes:~:~lable for, generatang capital
and operating revenues. Water user fees areo~.~ple.

Bond measures. Provisions in the authorizing legislation or in the bond
instruments could be used to est..a.blish’Prr~m " °"..~ ~. requtreme~ts, schedules or related

Market incentives. Marke°t forces can be us..ed. :,to, encourage or discourage
specific behaviors. For example, a water tr~sf~i~ market can create an incentive
to use water more efficiently so ,tfiat the untiffed portion can be sold. ’

Physical constraints. Construc~i.ng aconveyance facility to carry a specified
amount of water is one example o~ a physical solution to an assurance problem.

Parallel implementation. Implementing elements of differing components in
phrailel processes=might l~rovide an assurance that one component is not
completed before ati0~.,er ~is begun.

Public oversight/public involvement process. Public involvement, public
advisory processes nd dispute resolution mechanisms will be part of the
assurances progra ~m.

,. ~.~ New institutions. Created to implement, manage or fund any of the Program
~!~..~- ,~, components. For example, an environmental water authority may be created by
~: ~."~ " :fe, deral and state statute to ensure adequate supplies of water for environmental

;:.:~ ......~>-.~ purposes in the future.

Multiple species protection plans. A recent tool evolving out of the federal and
state endangered species programs is the multiple species protection plan. These
plans, which are usually called Habitat Conservation Plans (HCPs) under federal

7

E--002526
E-002526



law, and Natural Community Conservation Plans. (NCCP) under California law,
generally preserve portion of a particular habitat for one or more species, and at
the same time provide some certainty or stability for the public and private land
owners by limiting future regulatory actions in the same area.

Programmatic permitting. Regulatory assurances could be provided in some
circumstances but a programmatic permitting process for the CALFED Program,
which would incorporate certain agreements regarding the.actions tO be required
in the event of future regulatory constraints.

The staff and workgroup identified a number Of:gfiidelines " : :"" ~’~’’~*~’~:~against W.~any
assurance proposal .should be measured. Those guide~’.m, clude the following:

¯ Satisfy the solution principles (implementable, d~b]e~~ifffordable, equitable,
reduce conflicts, no significant redirected impacts)~~’~ : . "

Provide confidence identifiedactions.:.will¯ high that be~en and that identified
programs will operate as a~eed. The P~6~"~" .atmo.tguarantee performance.
Ecosystem function and pbpulation tm’getff~O~ib~ guaranteed within a finite
water budget. Likewise, -water supply reliability levels cannot be guaranteed
given the possibility of future climate change. Also, the assurance package should
not be used to compensate for perceived problems in the solution itself.

¯ Ensure that the solution contain clearly articulated performance criteria and
proposed scliedules., for attaining Program goals.

¯ Specify that the ~.~t~n~de~scription of the long-term solution constitutes the entire
agreement. Parties’ unstated assumptions about the implementation of particular
components ~ihould not)be binding.

Structure th~ solution to be self-executing. The CALFED solution, once
implemented, should be minimally dependent upon discretionary actions by actors
outside the solution framework. ’

¯ Include recovery mechanisms. The solution should contain internal mechanisms
~ capable of responding to surprises and disappointments.

¯ Provide for implementation of the entire Program, even if that implementation
occurs in stages or phases.

8
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¯ Allow for adaptive management, wherever the current state of knowledge is
inadequate to made definitive choices now.

¯ Allow for variations in the need for certainty on discrete program components.
Some parts of the Program may need to be "set in stone," while others may berequire a more flexible approach. The assurances, therefore, may v .axs£~ in nature,

scope and extent among program components.

¯ Work within existing statutes, regulations and institutions where feasible.

¯ Involve the public in decision-making. In order to maximize the likelihood of
continued public support, the solution should contain mechanisms for so!~c~g;
influencing and responding to public opinions. ;:.:                 ..,

¯ Craft an integrated package of assurances that Woi’k well together. Although
assurances may differ by program component, ~e~;~iiust function smoothly
together. This effort in intended to assure implemep~tion.of the entire program.

¯ Minimize costs. The proposed assurance.package sl~uld be structure’d so as to
provide the necessary assurances at the lowest possible Cost.

Program staff have identified.a fiumbe~?of significan~ assurance concerns relevant to the
alternatives being analyzed in this EI~S/EIR. Abrief summary of some of these concerns follows:

Implementing entity for e~osystem restoration entity program. Many stakeholders are
concerned that the existing diffused appr6ach to ecosystem management and restoration
with responsibilities resting in state, federal, local and private entities is inadequate to
assure implementation Of the ¯ERP as envisioned. Program staff, therefore, is examining a
variety of implernen~ing entities including joint powers authorities or new entities.

~ Any impi~~nt~rig entity would have the powers and resources .necessary to
implement the ERP. In a~Idition, the decision of how and by whom new actions in the
remainder of the program will be implemented is also pending. Program-wide
coordination throughout the implementation phase is essential to successfully
implementing the entire program. A decision on an ecosystem entity canr, ot be made
¯ without considering the remainder of the program.

"~. ..’.~ Ongoing stakeholder involvement. Many stakeholders are also concerned with the nature
" arid scope of their involvement in the implementation phase of the Program. The almost

unanimous opinion expressed at BDAC Assurance Workgroup meetings is that
stakeholders would like to weigh in on decisions and advise agencies in a meaningful and
timely manner throughout implementation. For some stakeholders this concept is

9
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expressed in stakeholder representation on the governing board of whatever entity
implements the ERP.

Coordinated implementation. The agencies and stakeholders are concerned that any
decision regarding who implements the ERP must also consider how the remainder of the
program is implemented. Because of the nature of the Program and the resource, it is
impossible to implement program elements independently. Decisions on management
entities must be reached at the same time in order to assure coordinated implementation.

Endangered species assurances. Many stakeholders are concerned with the nature and
extent of assurances given to the recovery of endangered species.and the assurances giv.,ei~
to water users for protection from future regulatory restrictions on their activities. The
overall concepts of "no surprises" is n important assurance f6r both the ecosystem and the
water users. Program staff and stakeholders areex~~ California anff fed~’’~’
endangered species laws to craft mutually acceptable as]iirances for the Bay-Delta
ecosystem, as well s the water users.

Assuring an isolated conveyance facility. Many stakeholders a~e Concerned that
construction and operation of an isolated conveyance facility ~.unacceptably alter the
"common pool" conditions which curr~ently provi’de export water users with an incentive
to protect the delta levees and channels and m, aifitairi’.sp.ecifi.ed water quality standards
throughout the delta. The stakeholders fear.tfiat ifw.a!~"~.6illd be exported without f’u’st
passing through the delta that the delta itself could be harmed and that the incentives to
continue to protect the delta 9¢ili be smaller for those now receiving water from a
conveyance facility isolated from the d~lta.

Although some stakeholders believe a small isolated conveyance facility presents
overwhelming problems, many more believe that an isolated conveyance facility presents
greater problems as it provides greater capacity to move morb water around instead of
through the delta. Stakehoiders.worry that no assurance mechanisms can adequately
prevent.the futur~ misuse of a’large isolated facility.

Each of these dbs~fi~fions is but a snapshot of a much larger and complex discussion that
is continuing in the BDAC Assurances Workgroup and elsewhere. Although it would be easier
developing assurances after a preferred alternative has been selected, the above discussion should
provide some insight into the importance of discussing assurance concerns while alternatives are
b.e.ing evaluated.

Completing an Assurances Package

Assurances Proposal

The Program is working ’to develop a package of assurances for the common
programs. In addition, the Program is exploring options for assuring the variable
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program components. The Program v.ill continue working with BDAC and the BDAC
Assurances Workgroup to identify areas of agreement in a proposed assurance package.
For areas .of disagreement, the Program is identifying options that represent differing
approaches for assuring a particular portion of the program. As a part of this effort, the
Program is also developing a contingency planning process.

Contingency Plan

It is impossible to protect the implementation of the lo~gLterm solution from
every eventuality. The Program is developing a contingency pl .arming g process to address,
circumstances where a significant program element cannot be implen:irntetl .or operate.d,.~as
agreed. The Program is developing an approach to create the contmgbncy planning ~ .~’~

The contingency plan should be a process ~t,,’bg~rehensible but adaptable. This
¯ will allow it to respond to different categories of egn~ge~i~s in a manner that increases

the potential for appropriate outcomes consistent with CAEFED solution principles. It
may help to define a contingency plan for CALFED in terrri~ Of what it is not. It is not
strictly a dispute resolution process, although ther~ will likely be elements of dispute
resolution as part of it. It is not a process for trying~t0 d.efine anyand all problems that
may arise and designing a managemet~t plan £oi: e~i~zh~]~e~ there is no way to anticipate
all possible events.

: The current developm.ent proposal is for a pIan which accounts for categories of
contingencies such as progi:aiaarnatic, ~b-prografn~ or project levels; administrative,
policy, finaiacial or operat.ional types; ~.’d. minor, substantive or catastrophic effects in all
possible combinations of levels, types~, and effects. It would include differing levels of
program responses to each category and igrotocols for resolving contingencies in the
various categories.

Phasing Plan

RegardleSsof WhiCh program alternative or assurance package is selected, the
CALFED Bay-Delta Program must determine how to implement the program over

¯ several years. Because the Program likely will require a number of funding, legislative,
regulatory, contractual and institutional changes, implementation will be a complex
process. Additionally, the size of the Program and the nature of the Program components
make it impossible to implement the entire program simultaneously. The Program,
therefore, must be implemented in phases.

The challenge in implementing a program in phases is to allow actions that are
ready to be taken immediately to go forward, while assuring that each interest group tias a
stake in the successful implementation of the entire program over the implementation
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period. A phased implementation strategy, therefore, should have the following
characteristics:

¯ each phase should be completed before the next phase can begin;

¯ each interest group should have strong inducements to support the completion of
each and every phase; and.

¯ program elements which are outside of the control of th.e.C~D agencies
should be implemented as early as possible to reduce the ri~~ ~at outside actors
may affect implementation.

.~. !~ ~..: . :,( .,’~-..

To begin this effort, the Program is beginning with a four phz’se appro~eha~ follow, s(

Phase I - activities occurringbetween the present ~tlle~i:fificafion of the final
Programmatic EIS/EIR. This phase begins now and c0~itimies through certification of a
final environmental document.

A.    Draft individual implementatior~ plans .for each progr~ ~;biflponent including:

1 a description of the program element;:: "- -5’
..

2. a summary of ~e:goals, .0...~j~ctives and ~argets the element is seeking to
achieve;,/    i?:.~:~..".

3. a detailed description of the actions to be taken and the tools and strategies
to be used. This section will include a description of the order in which

’ .: . ¯ actions should be taken and their relative priorities;

4. a discussion Of lirw.and when success is to be measured;

¯ 5. and any.,pther in"formation necessary to assure timely and effective
implementation.

B. Draft implementation document (plan or agreement) and circulate for agency and
public review and comment. The document will be a compilation of all the

,. actions necessary to assure prdgram-wide implementation. The document should
¯ . ,~:. ~ be as,detailed as is possible in the time allotted.

..~; l~escribe how the Program is to be managed in the near term. If new entities or
¯ . authority is needed to implement the ERPP, some interim manager should be
selected. This interim manager would oversee implementing the ERPP until a
new entity or authority is operational. It will be necessary to spell out this entities’
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responsibilities, authority, financing, and how it relates to the other CALFED
agencies.

Phase II - transitional phase during which the Program moves from planning to
implementation. This phase is projected to occur from about January 1999 - December
1999. As soon as possible following certification of the Programmatic EIS/!},_ IR, the
following would begin:

A. Introduce state and/or federal legislation necessary to irnpie~.nt.,: the solution.
This includes:                            ,        . ..,

.:."

1. creating or modifying entitles, thetr authority or
~

2. seeking federal authorization and:~~fions;

3. securing state approval to sell generiil olS~ga~ion bonds; and

4. modifying existing legislation regarding W~l~er tr~g’fers, coordinating
CVPIA restoration fund eXl~._adi~s,, etc..

"-;.: . .?.
~’.::2: 5:!~ .:,

B. Draft contracts and agreemengs to gov~’imljlg~entat{on. This would include:

1. joint powers a.ut!ibrities, ~M~.OUs, MO~s; ~0r other forms of agreement
among the cALFED agencies,; and "

2. contracts betweenagencies and stakeholders.

C. Sign and execute a conservation strategy to address federal and state endangered
SPecies.       .. i,

D. Establish ~i’forum for itiseussmns with members of the public throughout this
phase . ,~

E. Finalize the process to address circumstances which prevent key program
components from being implemented or operated as agreed.

¯ ’- :. ’Phase I,II 7 near-term implementation, lanuary 2000 - December 2001.

-~"!" ~x. ’ ’E~tablish a stakeholder advigory committee.

B. Begin implementing the levee stabilization program and emergency plan.
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C. Complete site-specific analysis and seek permit authority for any new facilities or
operations.

D. Begin implementing ERP with existing entities until new or reformulated entity is
operational.

E. Implement ecosystem restoration monitoring plans.

F. Begin implementing water use efficiency and water quality Pr0..grams.

Phase IV - long-term implementation. Will occur U hly from Ja~.’.tiary 2002 -

A. Transfer implementation responsibilities~;~ng to new or md’dlili~
ecosystem restoration entity.          "%;~i~.->.

B. Transfer conservation strategy (ESA) re~ponsig~2~dofunding to new or
modified ecosystem restoration entity. ,,        ’~~ "g: " :: ~

C. Construct new facilities and i~,.plemen,t.n,.~ op_e.ration~riales and criteria¯

D. Execute modified coordinated operafibns agreement :govermng new and existing
facilities and operations::/       ?,-

E. If all program compofientsarching "~mp~mented substantially as agreed, all
funding would be a~cailable t0 q~mplet.g all program components.

F. If all program co .m~po.,nents are not being implemented substantially as agreed, the
process to address flie~e,circumstances would be triggered.

Clearly, the xssue .of assurane.~.s...,,’.part~cularly phasing, ~s paramount to achieving an
acceptable long-teirn Ba~y.,.-~lta solution. A great deal of additional work and refinement is
necessary to craft a completed package of assurances. Assurances and related ~mplementat~on
strategy issues will be receiving more attention through the conclusion of CALFED’s Phase II

Introduction

"" Tfae~ Financial Strategy is a conceptual plan for funding the long-term solution (Solution)
being developed by the CALFED Bay Delta Program (Program). This is a status report on the
development of the Financial Strategy that identifies potential funding sources for the Solution¯
The potential funding sources discussed in this report are intended to apply to the Preferred
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Alternative (when selected), including Common Components. Although the Preferred
Alternative has not been selected, the funding sources might apply to any of the three proposed
Phase II altematives under consideration as well as the Common Components. There may also
be additional funding sources beyond those contained in this report.

Phase II of the CALFED process is designed to look at the long-term soluti~ia at the
Programmatic level. The Programmatic approach determines the level of...detail:,thht will be
available for purposes of formulating the Financial Strategy. Given tl~.,~..(as~..this report will
focus on concepts and ranges of costs rather than specific numbersand .." .am,punts. SPecific
amounts are important, but they will be introduced in Phase III of the CALFED B..ay Delta
Program, which will prepare project-specific information for each com~oneht;.;~’-.i?;.~’~%.

During Phase II of the Program, a work group appoiri~. ~".?~9 Bay Delta Advisory
Council (BDAC) identified and discussed a number of issues relating !~o:development of the
Financial Strategy¯ These discussions took place on a m0ntl’dy basis./it p~bli~c meetings held in
several different locations in the State. One or ~0~ BDAC members; .P!29~gi’arn staff, State and
Federal agency representatives, interested stakeholders; and members,of the public generally
attended the meetings.                 ..~,....~-.;.:

The work group was formed to ~entify, ~-~°" " ~ ~’:: ~:’’examane, and.offe~ recommendations concerning
policy issues¯ In this role, the work. gi’~o~."p iden~gd what it ~onsidered to be the most important
~ssues relating to the F~nanc~al Strat~y. Much)of the d~scuss~on was of necessity conducted ~n
the abstract, because detailed info .rtnation. oa ~e costs and performance of the alternatives was
not available to the Work Group...         ~,:

The work.group approached the iss~es in an iterative manner by considering a set of
Financial Principles proposed by s~.t,o guide future detailed decisions on the Financial
Strategy. The discussions of th~.i~Str~.~d Financial Principles identified by the work group are
the source for thin report,:~The next,seCtion of this report describes the F~nanc~al Principles that
have been discussed. In some cases’more detaded discussions have taken place regarding the
application Of these p~in~i~to ~the Solution¯ These discussions are described in the
component-specific sections later’ in this report.

15

E--002534
E-002534



Financial Principles

¯ Benefits-based allocation

Sharing the costs of the Solution based on the benefits being created is the
cornerstone principle of the CALFED Financial Strategy. The fundamental philosophy is
that costs will be paid by the beneficiaries of the actions, as opposed to seeking payment
from those who, over time, were responsible for causing the problems being experienced
in the Bay Delta system.

Among State and Federal agencies and within the stakeholder com~..unity, there.~o
general agreement with this benefits-based approach as a guid~for fqtur.e .c..9~.~t sharingu~A
number of questions remain to be answered concerning the application of ~p~ .~.

Some benefits created by the Solution are:~c~t;to quantify. Be~L~
associated w~th restoring ecosystem health, for ex~pl~,are not measurable ~n the same
way as the benefits of water supply improvements~.)i!"~’~¢~:!~p~es that while the benefits-
based approach is useful as a guide, benefits cannot b~u~e, ff~ a strictly quantitative way
to arrive at an answer regarding sharing of costs.

Also, even though they agree in pri le ~th the beiaefits:based approach for
future.costs, some stakeholders feel that d~rect beneficiaries of.water development,
including water users, should pay something for past~dam~ge to the ecosystem prior to
using the benefits approach for fu~re costs.,~ The e~s~ 6f this concept is that a
benefits-based approach for the future is 9~y fair i~’i~arties start out from an equal
position. Some feel that reaching this Alevel playing field@ would take an initial
adjustment in favor of the ecosystem.’"

Assessing water users for this typegf adjustment is difficult because there is not
general agreement over~,hat r61e any p~:~alar water diversion, or water diversions in
general, may have pla~ed ~i de.grading the ecosystem relative to the many other factors
over the last century ol morei~t man has been affecting the Delta. There exists a similar
problem with other direct beneficiaries of water development. Water users also argue
that they have already paid sufficient amounts over time to offset any past action This
issueis discussed iri n~re detail below in conjunction with the Ecosystem Restoration
Program Plan component 6f the Solution.

¯ The remaining’questions that must be resolved relating to the benefits-based
approach revolve around what to do when benefits cannot be quantified, and whether or

~. .. not any adjustment for past impacts is appropriate prior to using the benefits approach.
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¯ Public/User Split

During Phase [ of the Program, it has become apparent that both public money
and user money are necessary to fund the long term Solution. The public and user
categories have also been extended to describe the character of certain types of benefits
which may be produced by the Solution, with an eye towards which source of funding
will pay for certain portions of the Solution. In principle, public money will be used to
do things that create public benefits, and user money will be used to do .things that create
user benefits¯

~,,

Public money for the Solution means funding from the, U~ai~’~t~s!governm.. e~
and the State of California. The essence of the public mo .n.~y
i~ that it is money collected w~thout being tied to the re..q.~pt of any specffico~Ut~t or
service. State and federal income taxes may be theclearest examples of so~es of public
money. Generally, public money is expected to be ugN:qti~i~ for aspects of the Solution
which generate public benefits, as described below. ,..

User money for the Solution refers to money whmN~:coIgedted in exchange for
provision of a good or service. Fees paid fo). water service ~a"etear example of user
money. Although it is clear that many of the Water p~?oviders ai’g’ public agencies, funds
collected by these agencies in exc.~..aii~e for ~i~[~,:~_~.~ot defined as public money
for purposes of funding the Solution. :"     ;.

User funding for the Solu,ti~i~’~ancomeifrom a variety of sources, for example
¯     water user fees.such as diversion or discharge fees;

:
¯ asses smen~;; ~d ~’. <.~.
¯ access and licens"~ feeS;.-
Generally, userxhgney is ~NNio be used to pay for aspects of the Solution which
generate user benefits.

BenefitS" ~an.be generally classified as either "public" or "user" based on the
practicality of excluding individuals from access to the resource providing the benefit. If
individuals can be effectively excluded from using the resource, then they can probably
be charged for access to it. For some public benefit resources, one person’s use can have
a detrimental effect on the ability of others to use the resource. Resources of these type

"~:, ,.. are called "common property" resources, to distinguish them from public resources that
~}’. ,: can be used by any number of people without depleting the resource.

. " Public behests are generally those that are shared by a wide cross-section of the
community and from which individuals cannot be realistically excluded. A public benefit
is one that once you make it available to one person, it is available to all. Inability to
exclude individuals means that imposing charges for access to the benefit is difficult: If
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"free riders" can access the benefits without paying, there is no economic incentive for
users to spend their money for these benefits. This means that if these benefits are to be
created, public funding must usually be used.

User benefit~ are generally those that accrue to an identifiable subset of the
community, and from which individuals can be excluded¯ The ability to restrict benefits
to those that pay enables these benefits to be funded with user money. In so,me cases,
such as metered water use, individuals can be charged based on volume of u~~. In other
cases, such as access to recreational facilities, charges are based on simple access to the
benefit.                            ’ ¯

The practical application of classifying benefits is in iden~fifyiiigw~ch parts of
the Solution should be prod for wxth pubhc funds, and which w~th user~ils~--As a ..:~z~
general pohcy, portxons of the Soluuon that crea~..~ser be .efits, as deff~i~’4~ould
be self-supporting through the use of user money: i User in~erests receivi~~_~.’~fit
should be charged for use of or access to the benefit.: .. :.. ~

Public money should, as a matter of general pof!cyt.be used for those items that
create public benefits. This includes those things that need~to be~done in the interests of
the broader public, and create benefits from which it is notpractJ3al.:to exclude those that

For both user and public fun~iigl the ~efitS .~ust eq~"al or exceed the costs in

Some of the immediateifiaplicatio   of the bdn   i s-based approach and the
pubhc/user spht are shown, ~ffFigure 1 ~low. Figuie I is a hypothetical example of a
funding structure for the Solution. These are man~, other possible structures, and there is
no special significance to: ~ny of the fea~n’es of this ex.ample structure. In Figure 1,
benefits that flow out. of th~ componen~!~f.the Solution are broadly divided into those
that accrue to the pqblic "m_ge.neral, and those that accrue to a specific subset of
individuals For each S~bj~.t,’:~f~beneficiaries, a funding source has been identified that
will allow that ~ubset to eoiitiaq:iiitb, to funding those portions of the Solution that benefit
them. Most people will findth~mselves ~n more than one box. They are both members
of the general pubfie.,.as~well as members of one or more ~dentafied user groups. The
diagram also hi~fi’i~ij~a~S" ~he need for the institutional structure to be able to coordinate a
number of fundirig sources as they are applied to multiple components and projects. It
should also be noted that the Program will rely on continuation and redirection of existing
funding sources as well as new funding sources.
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Figure 1.

Another logical.c0nsequence of the benefits-based approach is an assumption
that a broad-based ~venue source will be needed to fund Common Programs with
broad-based, but non-public, benefits. There has been no policy articulated in this
area, but th~iti~i’eussion has been around a Delta watershed fee(s) that would
provide a non-public revenue stream to supplement public funding for the

Common Programs. This fee would include upper watershed users including San
Francisco, East Bay MUD, Sacramento Valley and San Joaquin Valley, as well as

¯ . in-Delta diverters. Substantive questions surrounding such a fee include the size
of the fee, the basis on which it would be charged, and whether it should be
uniform or differ by user group.

There are additional questions in defining public versus user benefits that arise
in conjunction with benefits that are not clearly one or the other. Some user
benefits are so widespread that the group sharing them is substantially the same as
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the general public. The keys to resolving this issue may lie in whether or not
access to the benefit can reasonably be excluded to those who do not pay for that.
access, and in whether future behavior can be beneficially affected depending on
the choice of funding mechanism.

¯ Ability to Pay

This issue relates to whether or not specific users will beobligated to pay ,the
full cost allocation for their benefits, or whether some 6b]~~dns should be
reduced based on the limited ability of certain users to those costs: Such reduced
obligations would have to be subsidized either by other Users Or withpublic fu~dS.
A third option that must be considered is the possibility for reduchag~r
eliminating benefits for those who are unable to pay for them.

In principle, users should pay their full share~..~ff~i~ any exceptions to be
considered on a case by case basis after a full co~t all0c,.a.tion has been made
assuming no ability to pay constraints. Tl~e concept is!~at any reductions in c’ost
obhgat~ons based on ~nabfl~ty to pay the full cost share, sh0iild be explicitly
identified and justified. Further discussion of this issue~isiiicluded in conjunction
with specific Solution comp0~ents°:                 ., ~~

¯ Crediting ,-_ ~:" . ~,., ~,. ,~ ,/

This policy relateg~to ~educing~olution-related cost obligations to reflect
payments made by 6~.ii~ees toffdrd other pm’allel efforts to address Bay-Delta
issues. An interim p61icy granting credit for cash contributed to the Category III
Program has beqn.approved byCALFED, but no additional provisions for long-
term crediting have. been approved.In principle,. ~..expgnditures directed at the Bay-Delta system are part of the

over ~all .effort to~Pr~Ye,’that system. Coordinating or consolidating the parallel
efforts~to address Ba~SD~l(a ecosystem issues has been advocated as an important
step in.¢n~’~ng effec’fi;$e and efficient use of the available funding for such
efforts. CobYthnat~ng these efforts ~s seen as a way to expedite and
implementation "of many diverse and complex projects, as well as to enable
flexible and efficient use of available funding. These issues are discussed in detail
in the Assurances section of the Implementation Strategy. In principle,
consolidation of these efforts for planning and funding purposes should include
expansion of the crediting policy to reflect payments toward any of the
consolidated efforts.

As part of the long-term crediting policy many additional details must be
.agreed upon, including the start date for crediting, types of payments to be
credited, consideration of the timing of payments, and others.
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¯ Cost Allocation Methodology

This policy relates to selection of particular cost allocation techniques for
making detailed cost allocations within the sphere of a benefits-based cost
allocation approach. No policy decision has been articulated here, although
individual CALFED agencies have historical policies relating to cost allocation
techniques. Within the stakeholder community, there is general consensus that
while traditional methodologies may be applicable for conventional faciliti.es, they
may not be appropriate for use with the Common Programs. ¯ due to the difficulty in.
including non-market benefits created by the Common Pro~..,in the allocation
process.

Certain terms need to be defined prior tb discussing ~ost ~i~id::~conc~.¯

A project pu~_ose refers to an objecti~"9 ~or,,~ that the proje~Vm~d~..eSi~ned to
meet. Examples of project purposes includ~ vch.ter:..supply, flood contr61, and
ecosystem enhancement.

Projects that address only one objective are ...... An
example might be a flood control proj :~ .~ ~hich flood control
considerations. Cost allocation among,p~ses for purpose project is not
an tssue. Projects that addressmtfffipI~ :t~,e,s are taxied raulti.,uroose
~romet$ and raise the ~ssue of cost allgcati6~:ong~ttie several purposes.

. . ¯
As a whole, the Sq,lution ~s am, nlt~-purp0~ject. However, ~nd~wdual

actions included in th.,~ 9referre0 h~ternafiv~.,~ay be distinct projects that are single
purpose. No dete~ition has. "’~tet been ~de as to the level at which cost

allocations will be made, alth~g~,~uch"6f the discussion has centered on the
Program Comp0n~nts. Eacfi,P~,~b~ Component is multi-purpose.

Cost allocation is the pr0ces~ bf distributing the costs of a multi-purpose
project among ~eVarious purposes served. The cost allocation process becomes
an issue.when a ~toj~.i~m,ludes features that serve more than one purpose. The
cost of such,.feature~is known as a joint cost, and the essential problem of the cost
allocation progess centers on the distribution of joint costs among purposes
served. The goal is to develop a method that allocates these costs equitably
among purposes~erved.

More than"one person or group can Share the benefits of each purpose. Cost
~ refers to how the costs allocated to each purpose are further split up
among those who share in the benefits of that purpose.

.""    Cost Allocation Method Selection Criteria

There are many possible cost allocation methods, each with its own strengths
and weaknesses. The BDAC work group developed a set of conceptual criteria to
guide the selection of methods for dividing the costs of the Solution. Selection of
a specific method for each Component may be in order, and this selection will
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probably involve tradeoffs among these criteria. There is no single best method
that addresses all of the criteria in an optimal way..

Consistent The costs allocated to a purpose should not change 5ased solely on how
the other purposes are subdivided or aggregated either irdtially or over
time. In addition, effects of cost changes over time on the allocations to
each purpose should be predictable and, rational.

For example, increases in total project costs should not lead to cost
allocation reductions for some parties at the expense of larger increases
tbr others. Costs allocated to the t~deral government related to
ecosystem should not change based on whether aJl users are _m-ouped
together or treated separately as urban and agricultural.

Fair All purposes and beneficiaries are treated the same in terms of receiving
a reasonable sham of the savings from the joint projoct. No special rules
or calculations should be employed that would result in special treatment
of a particular purpose.

Joint projects are pursued because it is less expensive than pursuing
separate projects to gain the same benefits. The crux of the allocation
issues relates to joint costs: those that cannot be traced to a specific
purpose. One way to look at the allocation issue is how to ~ the
savings of the joint project versus the separate projects.

Flexible The allocation method must enable addressing issues for a diverse mix
of projects and programs that each may raise different issues

For example, does the methodology must enable addressing the issues of
fish screens, t!ood control measures, and recreational benefits’? Eachof
these raise some ~ecific issues.

Inexpensive Using the cost allocation methodolo~" should involve manageable costs
for obtaining input data. pertbrming cost allocation calculations, and
developing resultS

For example. SCRB requires costing out a number of scenarios tlmt are
never intended to be built tbr purposes of defining separable costs. This
can 15e expensive.

Rational Ability. to charge each purpose at least as much as ;.he cos~ of ~clusion.
and no more than the cost of going it alone

Reliable The ’allocation methodoloLgY must employ proven techniques. Proven
techniques am those that have been employed previously by CALFED
agencies or others in similar situations and have been demonstr~ed to
produce workable results.

Sufficient The cost allocation methodology should assta’� recovery, of full project
cost.

M~ cost appro~bes ar~ no~ ~es~ed ~o ~o~ a ~et amount of
money, and could ~nd up ~ecov~g more or I~ ~n ~e ~o~ of the

Understandable [ Ability tO explain the methodology and results ~ a ~ner ~ el~bles
] widespread comprehension and support of the methodology.
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Description of Approaches

The BDAC work group reviewed three general types of cost allocation methodology, as
described below.

Traditional Approaches

A 1954 inter-agency a~eemen’t on cost allocation between the Department of
the Interior, the Army Corps of Ehgineers, and the Federal Pow6r Commission
a~eed that three methods of cost allocation are acceptable:

1. The separable costs-remaining benefits (SCRB).method i~s con~.~dered ...~, "
preferable for general application.                            ¯
2. The alternative justifiable expenditure(’AJ~)" method is acceptable where
the necessary basic data to determine separable~0}~ are not available and the
time and expense required to obtain the data are not Warranted.

3. The use of facilities (UOF) method is acceptable where the use of facilities is
clearly determinable on a comparable basis and where us~eof this method would
be consistent with the basis of project formulation and authorization.

"Follow the Water"               "
This approach would Use the ovei~ali useor consumption of the water resource

as a means of allocating~costs. Although there are many complex details
associated with thisapp~oach, the basic condept is simple. Costs of the Solution
would be split among groups based on their proportional use of the water that
flows into the Delta or would flow into the Delta but for being diverted.

Technical Approaches

This set of methods is based on a substantial body of academic research that
has be~en developed over the past two decades on cost allocation. The thrust of
these methods is to iil6n.tify clearly the shortcomings of traditional cost allocation
approache~ li~ted abovb and to use mathematical or logical models to overcome
those sho,rtcomings in the interests of creating better, fairer cost allocation
methods. Two technical methods were identified:

¯ ~ Shapley .Values result in an allocation based on the average price of all
orderings for inclusion of purposes in a multi-purpose project.

The Nucleolus approach is based on a repeated allocation of joint costs such
’,.~:% .~,::~ .:.:~:~.~    that each pairing of two parties split the difference between the most and least
’~’~:.".::r ~’.~--..,, ~.;~- favorable divisions to themselves holding other allocations constant, and

maximizing the distribution of cost savings to each proper subset of parties.
Selection of Methodology
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As identified above, the remaining issues that must be resolved with respect to
cost allocation relate to selection of specific methods to use, and whether
allocation should take place at the level of the composite Solution, or individually
for each Component, or some other subset of the Solution.

Summary

While the fundamental policy direction for each of the Financial Principles
discussed above has been identified, much work remains to be completed. Most
of the remaining work is in the detailed application of these ~.oI,,ii~ies to a Preferred
Alternative. Resolution of these issues will require the involvement. .. ¯ of policy
level representatives of Federal and State agencies and stakehoiderinterests. The"
process for moving these issues through the pubhc and stakeho!deripr.0c.~ess that
has defined the Program to-date must be Implemented dunng 1998~tot.’�-n~ble
resolution of these issues prior to finalization of the Implementation’S~egy for
the Preferred Alternative.                    ’ ’

Component Funding

The discussion that follows addresses the comPonents of the long-tei’m Solution,
identifying what is known for each program for the next ten years, and the types of issues that
need to be addressed¯ Addressing the components individually does not alter the fact that the
Solution must be implemented as a whole¯ Although individual funding sources may be
earmarked for specific projects 0.r .components, the entire Solution must be funded with a
package that is both adequate and reliable.

The specifics of the institutional structure that will be given responsibility for
implementing the Solution may affect theab’dity to use some of the funding sources
identified here. The oPtions for this structure are not discussed here, although aspects of the
stru6~ that affect the funding alternative’s are identified when relevant.

Ecosystem RestOration Program Plan (ERPP)

,..- : .The ERPP is projected to cost a total of about $1.25 billion in 1996
dollars..While there has been no specific breakdown of this total by year, this
total would translate into roughly $42 million per year over thirty years,
exclu~g interest and inflation¯

.’ The ERPP is the component of the Program that has the greatest
identified funding potential at present. As Figure 2 shows, the ERPP has

,.~: ~..~ , potential for funding in excess of $100 million annually for the next several
~;.~..:... .. . years. This level of funding is expected to be adequate for ERPP capital

:̄.:~i:":. ~".’.: ." " through roughly the first ten years of the Program. The total ERPP wall
require additional funding, but there is a saturation point for the amount of
funding that can be put to effective use in. any single year. Additional ERPP
capital funding over and above the.amounts shown, assuming these amounts
are realized at the levels shown, are probably not needed until projected
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funding has been exhausted. In addition, funding for Operations and
Maintenance figr certain ERPP activities must be provided. Actual funding
levels are dependent on several factors, as explained below for each of the
funding sources.

Figure 2

Ecosystem Restoration
Projeete _ Sources

20O
!CIFederal

150

lOO

50

Fede,Fun         -:.’-
Congress authoriz~cl~ifiitial federal funding of $143.3 million per year for three

years ~ 1996. This funding is contingent on approval of annual appropriations by
Congress. For Fiscal Year 1998, the first year of the authorization, Congress

.,: appropriated $85 million, as shown in Figure 2. Figure 2 assumes that future
:. appropriations equal the full $143.3 million per year. This funding can be used

.̄.~ for both capital and O&M funding.

Prolx~s, ition 204
~--..i..:~’. ~:i..- ¯ .. :~oters in the State of California approved the sale of $995 million in General

~ ?~" . ....:.,~ ~ ,’
..,.~.~..~._.~.;,:: ....Obligation bonds. Proposition 204 in November 1996 for various water-related

purposes. The table below shows funding amounts contained within Proposition
204. The portions of this authorization that are specifically directed to the ERPP
(and included in Figure 2.) are italicized in the table below. Other provisions of
Proposition 204 include funding for other Program Components.
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SHORT TITLE AGENCY TOTAL AMOUNT
($MILLIONS)

CVPIA F&G 93
Categori�’ III Resources Agency 60
Levee Rehabilitation DWR 25
South Delta DWR 10
Delta Recreation P&R . 2
Bay Delta Program DWR 3
Clean Water SWRCB 110 ,.
Recycling . SWRCB 60 " <.. ~"
Drainage Management
Watershed Management SWRCB 15
Seawater Intrusion SWRCB ". ~ ~ 10
Lake Tahoe CTC , ~.. 10
Feasibility Projects DWR ~:" .~’ ’. 10
Conservation & Groundwater DWR ’~ " 30
Local Projects DWR ,. 25
Sac Valle~� Habitat DWR 25
River Parkway . iN/A 27
Bay Delta Program Resources Agency 390

¯ " Flood Control DWR 60
~ Total: 995

The $93 million for CVPIA State matching funds and $60 million for
Category III were immediately available, and projects to be implemented using
these funds are being currently being examined. The assumption has been made
that all 0f.this. funding will be committed in FY98. Availability of the $390
million is Contingent 6ri several things, including certification of the final
Pr0~ammiiti~ EIR/EIS, which is expected in late 1998. An assumption has been
made for flae purposes of Figure 2 that this $390 million fund would be spent in
six equal annukl installments of $65 million beginning after the last year of
federal funding in FY2000, although the funds are generally available in total
once all of the conditions have been met.

’ Due to the fact that Proposition 204 relies on General Obligation bond
-.. funding, these funds cannot be used for O&M for ERPP activities.

CVPIA Restoration Fund
The CVPIA Restoration Fund, which represents payments by CVPIA users

include power users, is designed to address many of the same problems that the
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Program has identified (see Crediting section above). Congress must also
appropriate this funding, although existing law establishes the charges to CVPIA
contractors and power revenues.

Other Sources
Other sources include user contributions to the Category III Program, the Four

Pumps Agreement, and the Tracy Mitigation Agreement. These f .tm.ds are
estimated to total about $10 million per year. Like the CVPIA Restoration Fund,
these sources are intended to address many of the same issues as the ERPP.

Future Funding
As Figure :Z shows, after  006 the amount of funaing pro.  tea or the

on an annual ~basis decreases dramatically. ERPP funding after this ~t~s .,~ "
¯ . .," . . .~ ~2:" .~’.~.~,.

expected to come from renewed State and Federal sources as well ~
Securing the reliability of this future fundihg loinboth capital and o~M"is a major
issue within the Implementation Strategy. Aho~er;’important assurance
consideration is providing funding flexibility that is~omp~tible with the Adaptive
Management approach that is central to the ERPP. :" .. ~-:.; . ,

ERPP User Funding          ’ ...... .i ~

If a determination is made that user funding i.s,.appropriate for some portion of
the ERPP, existing contracts alone w6uld not l~?~d~lUate. Existing contracts do
not cover all of the necessary partieS:that wd~d.r~d to contribute. Future
contracts relating to an..~,Program facilities ar~ also likely to fall short for the same
reason.

Although it has been controversial in the past, a fee on water diversions that
encompasses, the entire Bay-De!~System watershed appears to be the best tool to
collect revenues dir~tly from a wide cross-section of water users. Such a fee
would, cover not only i:ontractors but also those who have an obligation to
participate finan~iaiiylin(ih~ Program for other reasons.

The exact nature of.this fee is somewhat dependent on the institutional
structure that is put in piace to implement the Program, but conceptually the fee
would probably resemble the type of basin-wide fees that have been discussed
previously.. Problems with prior proposals will have to be addressed and
overcome as part of developing an acceptable structure.

Financial Basefine

~.~         .:.There is a wide spectrum of views as to how the costs of the ERPP should be
.shared that is based in part on differing views as to the starting point or "baseline"
from which ecosystem improvements should be viewed. If such a "baseline"
level were known, then restoration to that "baseline" level could be considered
mitigation,for past acts, while restoration above the "baseline, level could be
considered enhancement to the ecosystem. Traditionally, mitigation actions are
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paid by those whose acts caused the need for the mitigation, while enhancement
has been viewed as a responsibility of the general public. Unfortunately, no such
"baseline" definition exists, and the ERPP does not define a baseline in
determining the goals and targets for restoration activities.

In the absence of an authoritative answer, possible viewpoints are wide-
ranging. On one extreme end of the spectrum is the view is that all of the
degradation of the ecosystem is due to modifications to the natural .system,
including dams, diversions, levees and other human interventions: This view
implies that all restoration efforts would be seen as mitigatio.n.for human acts.
The ecosystem cannot be enhanced by current restoration efforts, only returned to
some decreased level of degradation. In the. extreme, this vie~ might .suggest
the baseline predates human intervention in the Bay-Delta system ("Early "
Baseline").

On the other extreme end of the spectrumis tile view that the degradation of
the ecosystem is the cumulative result of centu~ 0f diverse events, both natural
and man-made. These events reflect an historicat.p’ubligp.o.licy based on a
different set of societal values from those that exist t~da~;~and were endorsed by
the State and federal governments.. This view would"stigg~t that the effects of
past actions are impossible to evaluate, and that only cganges from the current
situation are relevant. In the extreme, this view might suggest that all
~mprovements to the current ecosystem should. _.b_e Newed as enhancements to the
ecosystem, and no actions should be considered iiiitigation. This view would find
the baseline date is in the present0r very rec6nt past ("New Baseline").

Resolution of theissue may have very real implications for allocating the
costs of the ERPP. An ERPP example will illustrate this point, and further
discussion of this issue is included regarding funding for storage facilities.

Habitat

The ERPP includes ~icquisition of land for purposes of establishing new
habi~t~" This ty~e’:of’action in the short term creates benefits primarily for
ecosystem purposes

The.Early Baseline view would argue that establishing such habitat is only
necessary due to reduction of historical habitat and reduced flows from human
intervention. As such the Costs of the habitat would be viewed as mitigation
and Would be paid by users.

~ The New Baseline view would allocate the costs to the general public as a
..... result of the ecosystem enhancement benefits of the action.

Agreeing on the baseline in this example would determine to what extent
users could contribute a portion of the costs of primarily ecosystem actions.
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Needs of Affected Parties
Several of the affected parties have offered comments that reveal some of their

underlying concerns over how this ecosystem baseline question is resolved.
These parties may have additional needs beyond those listed here, and other
groups may have different concerns that may need to be considered as well. In
concept, this listing represents the issues that must be addressed adeqqately by the
definition of the ecosystem baseline or elsewhere within the Program’in a reliable
way in order to allow the parties to agree on a baseline definition.

The thought to bear in mind in these discussions is that defining the ecosystem
baseline in a certain way may not be the only, or the best,, way to address the
needs of the interest groups. Finding a different or bettei- to01foi’addressing ~aeh
need could reduce the conflict over defim~on of t~.ecosystem b~e~idllow
the equitable allocation of costs while at ~~.am..e:time meeting th  fi ? the
affected parties.                       " ’~

There appear to be two key concerns among en~onmental interests
concerning the ecosystem baseline. The first relates’to ensuring adequate funding
for the ERPP, and the second reLatestti ii~i~.v,,i~ng a susiai~iable solution.

The funding concern relates to the,unp~.~...’ctable.and hrmted nature of public
funding sources. If the E,RPP is to ~e prod fqt U.Smg public funds only, that
subjects ~t to a contanmng struggleJfor appropriations that could result m the
funding being both liinited and Uiireliable. .Defining the ecosystem baseline in a
way that places more" of the burden on useis could result in greater and more
reliable funding fo,r the ERPPover time. The underlying need is to assure that the
ERPP has suffieient funding o~’erfime.

The sustainability cpncern relates to the fact that current water costs do not
accurately reflect the ~.ecosystem impacts of water resource use decisions. This
could result in de~sion~sa0~r~r time that could undermine the objectives and
success, of the Progr~~ven if the initial Program appeared to be effective¯
Defining the baseline in a way that places more of the burden on users could

., result in a more accurate reflection of the costs of water resource use decisions
.~ over time, resulting in decisions that would maintain or enhance the effectiveness

~ of the Program over time. The underlying need is to incorporate the costs of
.. \ ecosystem impacts in the price of water to an extent sufficient to reflect ecosystem

..... .~, ~-. costs of water use decisions.

~̄~.,.~ : Urban interests appear to be primarily concerned with controlling costs. There
is a limit to amount of money they can pay in total for the Program, and that
includes any ERPP costs that they might pay. This limit is based on a number of
factors including the costs of alternative water supplies, political pressure .to avoid
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rate increases, and concerns over the economic impact of rate increases within
their service areas. The underlying need is for an acceptable total cost for Delta
water.

Agricultural Interests.
Agricultural interests are also concerned with controlling costs, but they have

slightly different factors to consider. There is a limit on what agricultural
interests will pay based on the costs of alternative supplies and political pressure
to avoid rate increases, but there is also a strict limit on what most agricultural
users can pay based on the profitability of their crops. The chief agricultural
interest might be best described as maintaining an ability tostay in business
achieve a reasonable return on their investment.

Levee System Integrity

The cost of the Levee Program depends both on the sed~..~’ty.level to which the levees are
maintained and the geographic extent of the maintenance pr0~r," Raising all Delta levees
to a P.L.99 standard would cost around $2 billion in 1996 ddllai’s. IA p.hased program that

....... ¯ -’.:.:;’, . ~:~ .~.
would strengthen levees to this level over time by pnontlzatmn.ls.p~9,j ~eg, ted to cost about $30
million annually on an ongoing basis.      :,:      ,.~.~,~        ~.,.....

Proposition 204 extended funding for delta leveesmthe.amount of $25 million dollars,
and $60 million for Flood Control subventions. The fttll.~12~gee:eomp0nent of the Program...... ~,    . . ,..’ ~,.,~.
wall reqmre addltmnal funding. ~§ funding ~s expecte~..~Ocome from State and Federal
sources, local property owners,.and water ugel- fees. L~al property owners will benefit from
increased flood protection, while water users will benefit from reduced risk of interruption of
diversions due tO catastrophic l~vee failures~

In contrast to ERPP benefits, which mgy take years to develop, levee benefits can be felt
immediately.¯ So, although muc~ of the early ERPP funding is from the State and Federal
governmentg, implementation fuhding for the other common programs including the levee
program needs td Come froiii:all parties. This suggests that fee structures for the other
common programs need, to be put in place from the start. Any fees assessed based on
property ownership would need to be approved by voters. Water users could be charged
using the same type of fee structure discussed in relation to ERPP funding.

A remaining issue with respect to the Levee Component relates to the fact that the cost of
levee restoration in much of the Delta exceeds the value of the underlying land and its ability
’tq generate revenue. This raises questions about the willingness and ability to pay for Delta

.... ’landowners, as well as the economic justification for the expenditures.
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Water Quality Program

The Water Quatity Program may have substantially lower early capital requirements than
some other components, as it initially consists more of research, monitoring, and education
activities. Significant funding over time for land conversion related to drainage issues may
be expected. The Water Quality Program is expected to eventually cost about $750 million
in 1996 dollars. On an annual basis for the first ten years, approximately $__ mt~Jli0n per
year will be required for this program.

State and Federal funding, combined with user fees are expectedt0~Q~ide for this
As with the Levee programs, these fees need to begin imm~..y .,,with theprogram.

commencement of the Program ..... . i:~;..,...: ...~,-. .~.

Water Use Efficiency Program

The Water Use Efficiency Program also has lower:~.early�..apital requirements~than some
other components. The Water Use Efficiency Prograrii(~dk~ete~ to eventually cost about
$750 million in 1996 dollars. On an annual basis for ~e fffs~’tenyears, approximately
million per year will be required for this program.

Like the Water QualityProgram, State ..,.an~. e.d.e~ ~f.unding, e6m,~iTied with user fees are
expected to provide for this program. Th~.s~-~eS:heeii$~.~begin i ..~6diately with the
commencement of the Program. -=~’ :~

.~..

Storage and Conveyance Facilities .

tke costs for Sto~f~ and C6fiveyance facilities that are included in the
Prefe~ed Altemath, e are e~ied to ~otal$__ to $__ billion in 1996 dollars, The
bulk of capital construction costs "will of necessity come later, most likely after the
initial ten-year pe~0d. Thi~ ~,~:t6the longer planning, design and permitting

. process associated~th these types of actions. Planning costs for selected
facilities would b~~ediately after selection.

’ Storage and C6nv~yan~e facilities have been assumed to be operated to
address both user and ecosystem needs. For this reason, funding is expected to
come both public and user sources. How to divide the costs between users and the
public is in question. The issue is related to the ERPP baseline issue discussed in
the ERPP section. Storage costs, like some ERPP costs, can be considered as
enhancement or mitigation, depending on your point of view. The following
example illustrates the issue.

i~. ~, North of Delta Storage
! ’           New storage north of the Delta within the Program alternatives is assumed

to be used jointly for ecosystem and water supply purposes. This would
involve diverting water into storage during periods of high flow, and releasing
some of the water when needed for users= diversion purposes and some when
needed to supplement in-stream flows for ecosystem purposes.
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The New Baseline view (as defined in the ERPP section baseline section)
would treat the portion of the costs of the new storage that were to be used for
ecosystem as an ecosystem enhancement, suggesting that those costs should
be borne by the general public.

The Early Baseline view would argue the water diversion to a storage
facility cannot be considered ecosystem enhancement, as the besLuse of water
for the ecosystem is to let it remain in the river in its natural c~odition. Any
diversions, even if intended to be used to supplemen~:~.~y~’flows for the
ecosystem, are only necessary because the:natural fliS~v~.:~a~e been disrupted¯ ~,..~ ...~..~,~
by human actions. Had the natural flow~inot’ been df~pt ..~,...? .d~y years flows~
would not unduly stress the ecosystem~ flow storage~
would not be needed. Thus any costs.i:~lated to
considered mitigation, according to ~~d paid by us"~~~...~

Agreeing on the baseline in this ex’~rmines to what ~xtent public
funds could be used to pay a portion ~!’~~ew storage.

Although any federal con~fi~o6~!.f~dingNfStorage and Conveyance
facilities would be expected to be m~~t~expendlture, both any State
and user contributions are~likely to 15~ fin~through bond issues. This
changes the out-of-poCket cash e~.~enditure?~d~e to the fact that State and user
costs would be baseit:on~maki~g~annual de[ : payrn~nts, probably extending over
30 or more years,~ opposed~t~..."~up-frog~ ,merits.
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